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SECTION A: MULTIPLE CHOICE QUESTIONS 


(Each question is worth 3 marks, for a total of 60 marks) 


Candidates MUST attempt ALL questions. Select the choice that is most appropriate AND CIRCLE 
on the MULTIPLE CHOICE ANSWER SHEET provided on Page 7. Answers not shown on 
Multiple Choice Answer Sheet, will not be marked. 


Question 1 
The total market value of a publicly-listed firm's equity is determined by: 


A. the firm's financial officer 

B. the firm's board of directors 

G, the firm's underwriters 

D. the investors in the stock market 


Question 2 
In Australia, individuals are subjected to a(n) 


A. flat rate tax 

B. progressive tax rate scale 
C. — marginal tax scale 

D. average tax rate scale 


Question 3 

The efficiency with which firms use their assets is known as: 
A. margin ratios 

B. _ solvency ratios 

C. asset utilisation ratios 

D. days in receivables ratios 

Question 4 

ROE is: 

A. _ profit margin * total asset turnover * equity multiplier 
B. _ profit margin * total asset turnover 


C. profit margin * total asset turnover / equity multiplier 
D. total asset turnover * equity multiplier 


Question 5 

The nominal rate of interest will always be the real rate of interest: 
A. _ less than 

B. — more than 

C. less than or equal to 

D. more than or equal to 
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Question 6 
The internal rate of return on a bond is known as the: 
A. required rate of return 
B. coupon rate 
C. discount rate 
D. _ yield to maturity 
Question 7 


The payback rule states that: 


A. an investment is acceptable if it’s payback is greater than some pre-specified number of years 


B. an investment should be accepted if the payback is positive, and rejected if it is negative 

C. an investment should be accepted if the payback is negative, and accepted if it is positive 

D. an investment should be accepted if the payback is less than some pre-specified number of years 
Question 8 


The discount rate that makes the NPV of an investment zero is known as the: 
A. discounted rate of return 

B. average rate of return 

C. required rate of return 

D. internal rate of return 


Question 9 


A cost that has been incurred and cannot be removed, and hence should not be considered in an investment 
decision is known as: 


A. — opportunity cost 
B. erosion 

GC sunk cost 

D. irrelevant cost 


Question 10 

When an asset is sold at a price different from the book value of the asset, you will have a(n): 
A. _ loss on sale 

B.  gainon sale 

C. gain or loss on sale 


D. excess cash inflow 


Question 11 


The requires us to give up a benefit. 
A. — sunk cost 

B. incremental cost 

C. — marginal cost 

D. — opportunity cost 
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Question 12 


The capital gains yield: 

A. — will always be more than the dividend yield 
B. can be negative 

C. — will always be positive 


D. none of the given answers 
Question 13 


return on an investment is not adjusted for inflation. 


A. Real 

B. Nominal 
C. Percentage 
D. Dollar 


Question 14 

Which of the following is generally considered to represent the risk-free return? 

A. common stocks 

B. small stocks 

C. long-term corporate bonds 

D. treasury bills 

Question 15 

The principle of diversification states that: 

A. concentrating in two or three large stocks will eliminate all of your risk 

B. concentrating in at least eight large stocks will eliminate all of your risk 

C. spreading an investment across many diverse assets will eliminate all of your risk 
D. spreading an investment across many diverse assets will eliminate some of your risk 
Question 16 

Risk that affects a large number of assets, each to a greater or lesser degree, is called: 
A. — non-systematic risk 

B. systematic risk 

C. micro risk 

D. total risk 

Question 17 


The document required by law to be issued with share offers to the public is the: 


A. flotation agreement 
B. ASX regulations 

C. listing criteria 

D. prospectus 
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Question 18 
Dividend reinvestment schemes: 
A. incur transaction costs 
B. allow shares holders to convert cash dividends to newly issued shares 
C. allow shares holders to convert cash dividends to existing shares 
D. none of the given answers 
Question 19 
WACC is only appropriate when the proposed investment: 
A. — is different from the firm's existing activities 
B. _ is similar to the firm's existing activities 
C. does not matter, because WACC always leads to correct decisions 
D. cash flows under consideration never fall into different risk class 


Question 20 


Dividends paid out of profits on which tax has been levied are known as: 


A. — imputation dividends 
B. _ special dividends 
C. liquidating dividends 
D. _ franked dividends 
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SECTION B: SHORT-ANSWER QUESTIONS 


(Each question is worth 10 marks, for a total of 40 marks) 


Candidates MUST answer ANY FOUR (4) of the FIVE (5) questions. Write your answers in the 


Answer Book provided. 


Question 21 


You are considering two lottery payment streams, choice A pays $1,000 today and choice B pays 
$1,750 at the end of five years. Using a discount rate of 5 per cent p.a, which payment stream would 
you choose based on present value of these payment streams? Using the same discount rate of 5 per 
cent p.a., based on future values five years from now, which would you choose? What do your results 
suggest as a general rule for approaching such problems? (Make your choices based purely on the 
time value of money.) 


Question 22 


List and briefly discuss the advantages and disadvantages of the internal rate of return (IRR). 


Question 23 


In relation to the pricing of financial assets, explain what beta is and why it is important. 


Question 24 


Douglass Enterprises has a capital structure which is based on 40 per cent debt, 10 per cent preferred 
stock, and 50 per cent common stock. The after-tax cost of debt is 6 per cent p.a., the cost of preferred 
stock is 7 per cent p.a, and the cost of common stock is 9 per cent p.a. The company is considering a 
project that is equally as risky as the overall firm. This project has initial costs of $125,000 and cash 
inflows of $76,000 a year for two years. What is the projected net present value of this project? 


Question 25 


Determine if the following statements are true or false. 


a) | DRPs offer shareholders the opportunity to apply all or part of their cash dividends to the 
purchase of additional newly-issued shares. 

b) There are five types of share buy-back. 

c)  'Selective' is a type of share buy-back. 

d) Bonus issues do not dilute the value of each share outstanding. 

e) The record date comes after the payment date. 
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SECTION A - MULTIPLE CHOICE ANSWER SHEET 
Choose one best answer for each question. 


CIRCLE YOUR SELECTIONS CLEARLY ON THIS SHEET 


Question | Please circle your answer 
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Please remember - This examination question paper MUST BE HANDED IN. Failure to do so may 
result in the cancellation of all marks for this examination. 
Writing your name and number on the front will help us confirm that your paper has been returned. 


